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Abstract  
 
This article discusses about how tax reform in Denmark have impact on the labour 
supply during last 20 years. It explained what tax policy have been changing during 
the tax reform in 1987, 1994-1998 and 2004. And compare the result of employment 
and unemployment situation in the same period of time. Then I analyze how marginal 
and average income tax shift impact on the households’ incentive to work and labour 
supply responses. Income effect and substitution effect shall be discussed according to 
the theoretical analyses. Finally, we expect to find an alternative ways of paying taxes 
with less affect to people’s incentive to work.  
 
 
 
 
 
 
 
 
 
 2
  
 
 
 
 
 
 
 
Chapter 1 Introduction................................................................................................5 
Problem formulation: .......................................................................................6 
Methodology:...................................................................................................6 
Structure of the project: ...................................................................................6 
Chapter 2 Theory and models.....................................................................................8 
2.1 Marginal tax rates vs. average tax rates ............................................................8 
2.2 Progressive taxation and work incentive ..........................................................9 
2.3 Wage determine on labour supply and demand ..............................................11 
· Shift in labour supply...................................................................................12 
· Shift in labour demand.................................................................................13 
2.4 Backward-bending supply curve of labour .....................................................14 
Chapter 3 Development of tax policy .......................................................................16 
3.1 Danish tax system ...........................................................................................16 
· The tax structure ..........................................................................................16 
3.2 Taxation reform of Denmark...........................................................................18 
·The tax reform act of 1987............................................................................18 
·The tax policy changes in 1994-1998 ...........................................................20 
· The Danish tax cut in 2004 ..........................................................................22 
3.3 Development of tax burden in Denmark.........................................................23 
· Tax burden....................................................................................................23 
· Development trace of the tax burden ...........................................................23 
 3
· The distribution of the tax burden................................................................25 
Chapter 4 Employment situation in Denmark........................................................26 
4.1 The structure of Danish labour market ...........................................................26 
4.2 Characteristic features of the labour market ...................................................27 
· Employment growth & unemployment decline...........................................28 
· Shorten average working time .....................................................................30 
4.3 New regulations towards labour market changes ...........................................31 
Chapter 5 Analyse taxation and structural unemployment ...................................32 
5.1 Factors of changing labour market .................................................................32 
5.2 The impacts of different taxes on labour supply.............................................33 
· Personal income tax .....................................................................................34 
· Green taxes stimulate employment? ............................................................35 
· Consumption tax ..........................................................................................36 
5.3 Tax concession to low skilled labour ..............................................................36 
Chapter 6 Discussion .................................................................................................38 
· How dose change of marginal and average tax rate influence the labour 
supply? ...........................................................................................................38 
· What are the labour supply responses by different income groups?............39 
· How dose income taxes affects on household’s incentive to work by 
different level of labour force?.......................................................................39 
· What kind of taxes should be encouraged to levy on the taxpayer with fewer 
disincentive of work?.....................................................................................40 
· Do we have an alternative approach- a flat tax? ..........................................41 
Chapter 7 Conclusion ................................................................................................42 
Chapter 8 Appendixes................................................................................................43 
References...................................................................................................................44 
 
 
 
 4
  
 
 
 
Chapter 1 Introduction 
In the Nordic countries, as it is well known by their high rate of personal tax and 
social welfare performance outstanding on the top range of the world. Social 
protection is seen as a citizen’s basic right, which covered almost universal and 
everybody is entitled to the same ‘basic amounts’ in the face of social risk. Besides of 
this, there are also carry on active labour market programme and wide range of public 
social services. General taxation plays a dominate role in the financing of welfare 
states.  
According to the survey of employment in Europe, conduced by European 
commission in 2000, it shows the Scandinavia countries invest highly in labour 
market training. It including a crucial policy for more knowledge-intensive economies 
and their education expenditure ratios are by far the highest in Europe. The high rates 
of labour market participation attenuate the financial strains on pension system.  
The changes of Danish labour supply to large extent has influenced by their 
taxation policy. Starting in 1994 the Danish government introduced a series of reforms 
that have significantly changed the institutional profile and functional logic of its 
labour market policy (Benner and Vad, 2000). The main purpose of reforming the tax 
system was to lower the marginal tax rates on taxable income and on parts of the 
labour income thereby increasing the work incentives and solidarity between 
employed and unemployed workers.1  
                                                        
1 Ebbe Krogh Graversen, December. 1996, Measuring Labour Supply Responses to Tax Changes by Use of 
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Problem formulation: 
The major question of the project is: How do Danish tax reforms impact on the 
labour supply during the last 20 years? To answer this question, three further 
sub-questions would be concerned and analysed in the following chapter.  
(1) What have been changed in the tax policy since 1987?  
(2) Has the Danish tax reforms influenced the labour supply responses? ( situation of 
changing employment rate in Denmark)  
(3) How the reforms have affected household incentives of labour participation? In 
which ways it shifted?   
Methodology: 
In order to find out the consequences of Danish tax reform to the labour supply 
responses, two approaches would be use in evaluating the supply of labour market. 
One is from theoretical perspective, to present some relevant literatures that contribute 
to the filed of researching relationship between taxation and labour supply. Then 
reflect on each theory from Simon James and Christopher Nobens, A.B. Atkinson and 
P. B. Sørensen to discuss their similarities and differences.  
Another method could be analyses a series of datum and statistics of the tax 
situation in Denmark as well as their labour market policy would be present and 
analyze. 
Structure of the project:  
The paper mainly studies how the reforms of taxation in Denmark are influence on the 
labour supply. In order to answer out main question, I divided the chapter according to 
each sub-questions.  
The first chapter gives overall ideas about what the main topic and research 
                                                                                                                                                               
Exogenous Tax Reforms, p17  
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questions for the project. In the second chapter, I shall present some theories that 
relevant to analyze the relation of tax rate and labour supply responses, a 
backward-bending supply curve of labour will be presented. Chapter 3 focus on how 
the taxes rates were changing during last two decade. And what are the tax reform are 
carried on during this period. Next chapter then move interesting to analyze what the 
employment situation in Denmark, and what the chrematistic feature of Danish labour 
market. Chapter 5 analyze how taxation influence the labour supply in Denmark and  
What the fact cause the labour market shifts and how different taxes impact on the 
labour supply in various degrees In the chapter 6 discussion part, I raise different 
questions that discuss how vary tax rate could impact on the labour supply and what 
the different labour supply responses toward different in come groups and level of 
labour force ect. Finally maybe found an alternative way to raise tax revenue without 
induce disincentive to work.  
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Chapter 2 Theory and models 
This chapter first of all shall clarify the key concepts that help us to understand the 
relation between taxes and labour effect. Then the different effects of incentive to 
work by proportional and progressive taxation shall be compared and analyzed under 
the theoretical assumption. After that, I shall presents in generally how wages are 
determined in the changing of labour market from two different dimensions: shift in 
labour supply and shift in labour demand. Here the vary taxes deducted from the 
wages are not take into the consideration, it only shows the simply relation between 
wages and labour supply and demand. Finally, we shall introduce and creative reflect 
on the backward-bending supply curve of labour, which presented in The Economics 
of Taxation by Simon James and Christopher Nobes.  
2.1 Marginal tax rates vs. average tax rates 
The two main concept of discussing the efficiency and equity of income taxes are the 
marginal tax rates and the average tax rates. Each of them contains a useful piece of 
information. The average tax rate is total taxes paid by total income. It can be 
measured how much the percentage of income paid in taxes. While the marginal tax 
rate is the extra taxes paid on an additional unit of income2. It measures how much the 
tax system discourages people from the work. If we are concerned about working 
overtime, the marginal tax rate is then the percentage of the government takes of your 
additional earnings.  
                                                        
2 N. Geogory Mankiw and Mark P. Taylor, 2006, Economics, p234  
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   Based on the standard microeconomic theory, for given a constant average tax rate, 
increase marginal tax rate is predicted to cause households to decrease their working 
time and exert less effort on the job, which is so called substitution effect3. In the 
context of taxation, it can be describe as a person may choose to substitute some 
leisure from the working time. For given a marginal tax rate, an increase average tax 
rate is expected to have an income effect to encourage taxpayer work harder. Because 
higher average tax rate induces taxpayer get less proportion of gross income, they 
have to pay more effect on the work to make them still live in the same standard.  
2.2 Progressive taxation and work incentive  
The progressive tax involved a higher marginal marginal rate; that means it has a 
stronger substitution effect and therefore is more likely to cause disincentive of the 
work than proportional tax. In order to make the theory easy to understand, S. James 
and Nobens divided the society into five different groups based on their level of 
income, where group I with lowest income up to group V with highest incomes 
(shows on the figure below). Based on this assumption, they discussed how increase 
average and marginal tax rate may impact on the work incentives for each group..  
 
             Figure 1: Progressive and proportional taxes 
                                                        
3 Giacomo Corneo, 2005, The raise and likely fall of the German income tax 1958-2005, from Business Study Vol 
51, 1 ,p 164  
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 Source: S. James and C.Nobes, 1978, The Economics of Taxation, p54 
 
As figure 1 shows that a proportional income tax is levied at the same rate on all 
income level, so that the marginal tax rate are equal to the average tax rate. In the 
progressive tax system, on the other hand, marginal tax rate are vary from each 
income groups  
In the I and II groups, the lower marginal tax rates could have a substitution effect 
that attract more labour to the market, but the lower average rate may offset the effect 
ion. People who are in this group may have little initiative of work since the earned 
are also low, which imply so called income effect. Therefore, the net effect of 
incentive of work seems more sensitive to low income groups in the condition of 
progressivity of income taxes system. The group V have just opposite way around. It 
consist of higher marginal rate of tax but lower average tax rate, so the net effect of 
incentive of work for high income groups are uncertain. A general outcome for group 
III and IV both get a disincentive effect.  
According to this theoretical analysis, S. James and C. Nobens make a conclusion 
of the work effects of changes marginal tax rate and average tax rate they suggest that: 
“An increase in the marginal rate of tax results in a substitution effect which normally provides a 
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disincentive to work. A decrease in the marginal tax rate produces the opposite result- an 
incentive to work; An increases in the average rate of tax result in an income effect which is 
usually associated with an incentive to greater work effect. A decrease in average rate of tax 
produces the opposite result.”4
Nevertheless, all the analyses of the relationship between the progressive income 
tax and work incentive are based only on the purely theoretical analyses. It ignored 
many of the practical considerations which may influence the amount of work done 
under different taxes, such as the assumption of the theory is not take account of 
distribution of income in the society. Figure 1 may explain simply and clearly the 
relationship between marginal and average tax rate towards the incentive to work in 
an analytical way, but it is not reliable in the real world. It cannot predict what the 
effects of tax rate change influence on the total labour supply. The affections of work 
incentives might also depend on the number of people in each group and level of 
productivities ect.  
2.3 Wage determine on labour supply and demand 
Two modules of labour market shall be set up in order to closer examine the relation 
of labour supply and demand response to the wage changing. As the N. Gregory 
Mankiw and Mark P. Taylor have discussed in the Economics, they find out the 
income tax will directly discourage people from working as hard as they otherwise 
might do, that means the after tax wage plays an important role to influence the 
incentive of the work. How much wage companies will pay to their worker is 
determine on the balance of labour supply and demand. 
The wage and the quantity of labour have adjusted to balance supply and demand. 
When the market is in the equilibrium, each firm has paid the number of labour that 
can create profitable at the equilibrium wage. In Mankiw and Taylor’s words, “Any 
event that changes the supply or demand for labour must change the equilibrium wage 
and the value of the marginal product by the same amount, because they must always 
                                                        
4 Simon James and Christopher Nobes, 1978, The Economics of taxation, p55  
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be equal”. 
There are two ways of influencing to the wage changes, one is shift in labour 
supply curve, and another is shift in labour demand.  
· Shift in labour supply  
Figure 2: A module of shift in labour supply  
 
Source: N. G. Mankiw and M. P. Taylor, 2006, Economics, p374  
 
The figure above shows when labour supply increase from S1 to S2, the surplus of 
labour force lead to a downward pressure on the wage, the equilibrium wage fall from 
W1 to W2,  correspondingly, the number of people who are employed to the job are 
also rises from L1 to L2. That means the firm could hire more worker to the labour 
market. So the employment is increased. However as the larger number of people are 
employed in the organization as less marginal product of each individual worker 
produced. It might be explain that people are become more disincentive towards their 
job, since lower the wage.  
On the contrary, when reduce labour supply from S2 to S1, at the initial wage W2, 
the quantity of labour supply are not sufficient to the number of labour demand. The 
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lack of labour force will then provide a good condition for wage bargain, there are 
more likely to increase wage from W2 to W1, in turn the firm have to cut number of 
people in order to meet maximum profit. In other words, it leads to reduce the 
employment. In this case each employee has to work more efficient and productive 
ways.  
· Shift in labour demand 
            Figure 3: A module of shift in labour demand  
 
Source: N. G. Mankiw and M. P. Taylor, 2006, Economics, p375  
 
According to figure 3, when the demand for labour increase from D1 to D2, it maybe 
due to the increase in the price of the firm’s output, the equilibrium wage then raise 
from W1 to W2. As the wage increases, there are more people was attracted to enter 
into the labour market, so the quantity of labour also grows from L1 to L2. It 
stimulates people’s incentive of work While if the supply of the job is fixed, then it 
will inevitably increase unemployment rate. 
   Similar statement have been found on the Hoel’s efficiency-wage model (Journal 
of economics, 1990, p93), he argues that a reduction in the marginal income tax rate 
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which leaves the wage rate unchanged at the initial equilibrium wage, will increase 
the equilibrium wage and the unemployment rate.  
 
2.4 Backward-bending supply curve of labour 
We have explained the theory that increase the marginal tax will attribute to 
disincentive to work on section 2.2. There are two ways to be concerted that after tax 
wages are impact on work effect: (1) Higher marginal tax could lead to people pay 
less effort on working as they otherwise might do, it could reduce the work 
productivity per time unit. (2) Increase the marginal tax rate could simply cause 
reduction of working hours  
In this section, I would like to illustrate how vary in after tax wage rate could 
impact on the changing of hours of work per year. If we suppose the supply curve of 
labour is upward slop linear line, an increase in income tax by raise the marginal tax 
on wage will reduce the net wage rate and the hours of work. It indeed reflects that 
higher income tax will cause to disincentive to work in these circumstances, but the 
backward-bending supply curve, the result might difference.   
 
Figure 4: The Backward-bending supply curve of labour  
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Source: S. James and C.Nobes, 1978, The Economics of Taxation, p54  
 
As in figure 4, if increase after tax wage rate from W4 to W3, which means the real net 
wage will reduce, at the same time, the hours of work per year will decline from H4 to 
H3 respectively. This relays that if wage rates rise beyond a certain point people will 
choose to work less. This may be interpreted as individuals choosing to enjoy more 
leisure time than spend hours on the work. In the case of Denmark, the working hours 
have gradually fallen by years as wage rates have raised, which fit quiet well with the 
assumption of backward-bending supply curve of labour. 
 
 
 
 
 
 
 
 
 
 
 15
  
 
 
 
 
 
 
 
 
 
 
 
 
Chapter 3 Development of tax policy 
3.1 Danish tax system  
· The tax structure  
In Denmark, the taxes consist of direct taxes and indirect taxes. Direct taxes mean the 
taxes deducted directly form taxpayer’s income, for example, the tax that your 
employer deducts from your pay and property tax. The direct taxes including state tax, 
municipal tax, and labour market contribution, those three types of tax are 
recommended to be paid by all working citizens. Besides of that, church tax (if people 
are the member of the Danish National Evangelical Lutheran Church), property value 
tax as well as property tax are all belonging to the part of direct taxes. 
   Indirect taxes are taxes and duties that people pay via the goods and services they 
buy. Indirect taxes are, for example, the seller paying VAT, customs, green taxes and 
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excise duties to the state.  
   According to the statistics Denmark and the Danish ministry of finance (May, 
2007), it shows the progressive income taxes to the government have decreased over 
the past 10-15 years, while the tax basis has widened and labour market contributions 
and green taxes on environmentally harmful consumption have become more 
important. 
We could see clearly from the table above that the income tax to government 
dropped a lot, while the income to municipalities and church gradually growth. 
 
Table 1: Development of the tax structure in Denmark 1986 - 2008 (selected years) 
Percentage 1986 1993 1994 1998 2005 2008 
Income tax to 
government 
23.3 23.8 19 12.7 10.1 18.6 
Income tax to 
municipality, 
church and 
county (-2006) 
24.7 28.9 29.4 30 28.6 21.9 
Labour market 
contribution 
0 0 5.5 8.9 8.6 9.3 
Social 
contributions1)
3 2.3 2.2 2.1 2.2 2.2 
Property taxes, 
property value 
tax2)
1.9 2.4 2.2 2 3.6 3.8 
Real interest 
tax/pension 
returns tax 
2.3 4.1 3.7 2 4.7 1.6 
Business taxes 6.2 4.2 4 5.7 7.6 6.7 
VAT and 
payroll tax 
19.4 20.2 20 20.3 20.4 22.3 
Green taxes 9.7 7.3 8.2 9.9 9.3 9.2 
Other taxes on 
goods and 
services 
6.8 4 3.7 3.8 2.8 2.3 
Other taxes 
and duties3)
2.7 2.8 2.1 2.6 2 2.1 
Total, pct. 100 100 100 100 100 100 
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Total taxes 
and duties, 
DKK billion 
338.2 437.2 478.5 575.6 782.7 837.8 
Source: http://www.skm.dk/foreign/statistics/thetaxstructure.html  
3.2 Taxation reform of Denmark  
Denmark was carried on several tax reforms from the middle of 1980s to the recently 
reform in 1998; each of the tax policy changes has generally stimulated not only the 
tax revenue of state but also influence the incentive of individual labour supply. There 
are three milestones of changing tax policy in Denmark  
First, the tax reform of 1987, which marked the beginning of significant changes 
in the Danish tax system. It first introduced a separate tax on capital income labelled 
the “dual Nordic income tax system.” Second, it would introduce the tax reform that 
took on from 1994 to 1998. Third, the Danish tax cut in 2004 would be present 
respectively.  
The three reforms are based on the same comprehensive principle of broadening 
tax base and reduction the marginal tax rate, elimination of loopholes and the 
introduction of new green taxes, financing lower income tax rates. 
·The tax reform act of 1987 
The Danish tax system is in general characterized by high taxation of labour income. 
The typical Danish income tax was a marginal tax rate on 50% or more on all taxable 
income exceeding a zero tax allowance. The result is rather high direct marginal tax 
rates on labour income for both low and high income earners.5
In the first tax reform of 1987, the Danish tax system was characterized by high 
marginal tax rates and fairly narrow tax bases. The corresponding high marginal tax 
rates on wage income and very generous deductions for especially interest 
expenditures caused severe distortions in terms of low labour supply and low private 
                                                        
5 Ebbe Krogh Graversen, December. 1996, Measuring Labour Supply Responses to Tax Changes by Use of 
Exogenous Tax Reforms, p3-4  
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sector financial savings. The tax system also contained loopholes, which narrowed the 
tax base, such as tax exemption of certain capital gains on shares.6
 The tax reform in 1987 was a reform of the tax system for individuals with 
ordinary types of labour incomes, this excluded self-employed and others who fall 
under special tax rules. The tax reform changed both tax rates and income definition. 
Before 1987, the income measures used in the tax calculation was based only on a 
single income definition, taxable income, which included all types of income and 
deductions such as negative capital income, transport cost, and union membership fee.  
While after the reform, the income tax system operated with two new income 
components: personal income and capital income.7
   The new tax system of Denmark then moved to a system of ‘Dual Income 
Taxation’ (DIT).It did not considered as before 1987 that the marginal tax rate for 
personal income equalled the marginal tax rate on capital income, which in turn is set 
equal to the corporate income tax rate. Comparison of the changes in the income tax 
rates of Denmark will be shows below:  
 
Table 2: The changes of marginal income tax rate in an average municipality in Denmark  
 Maginal tax rate on 
personal income 
Maginal tax rate on 
capital income 
Corporate income 
tax rate  
Before 1987  
tax reform 
48%-73% 48%-73% 40% 
After 1987  
Tax reform 
50%-68% 50%-56% 50% 
                                                        
6 Arne Hauge Jensen, Working paper no. 2/2001, Summary of Danish tax policy 1986-2002,p3  
7 Personal income includes all type of incomes that are not related to capital. Personal income consists mainly of 
labour income, fees and other payments, alimony and other maintenances. The personal income is the sum of these 
components minus expenses exceeding a year specific amount spent on acquiring, securing and maintaining this 
income during the year. These expenses may, as an example, be contribution to pensions and social funds.  
Capital income encompasses the net amount of interest, dividends, taxable capital profits of all types, imputed 
returns to the business assets of the self-employed as well as profits from private real estate and commissions. The 
deduction equals expenses to acquire, secure and maintain the capital income. 
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After 1994  
tax reform 
38%-58% 38%-58% 34% 
Source: Peter Birch Sørnesen, 1998, Tax Policy in the Nordic Countries, p3 
 
From the table 2, we could see that the per-reform marginal tax rate on capital income 
were the same as pre-reform marginal tax rate on personal income, but after 1987 tax 
reform, the top marginal tax rate on capital income were much lower than top  
marginal tax rate on the income from personal. However, the corporate income tax 
rate growth 10 percent.  
After the tax reform of 1987, the regressive taxation seems to be favoured by 
Danish tax policy, and it tend to increase the indirect tax revenue, such as VAT, the 
tax on goods and services ect., though the major tax revenue still relies heavily on 
income taxes. This can be explained by that country’s special method of financing its 
social security system directly through general tax revenue. Put it simply, the income 
tax in Denmark have already include some parts of financing budget used into social 
security contributions (eg, healthy care).   
·The tax policy changes in 1994-1998 
Besides implemented a variant of the dual income tax as early as 1987 in Denmark, 
the Danish tax policy also added new elements of progressivity in the taxation of 
capital income from 1994 and some new social security taxes introduced into the 
reform as well. These new taxes are imposed only on earned income, so the effective 
marginal tax rate on such income remains above the top marginal tax rate on capital 
income8.  
Another implementation of tax reform in 1994 was involving a shift from taxation 
of labour income towards pollution taxes. There was a great cut in the tax rates of 
personal income taxation, which reduced more than 17% ((100-12.2)-(100-27.5))/ 
(100-12.2)* 100%) of personal income tax comparing with the year of 1987. At the 
                                                        
8 Peter Birch Sørnesen, 1998, Tax Policy in the Nordic Countries, p57  
 20
same time, the revenue relies on the green taxes increased dramatically (see table 3) A 
governmental documents released by Danish ministry of finance (no.2, 2001) 
indicated that the tax reform of 1994 were financed to a large extent by increases in 
the energy taxes levied on the household sector and by the introduction of the ‘green’ 
taxes on water usage, refuse and sewage. After two years, the Danish government also 
introduced new taxes on emission of carbon dioxide and sulphur dioxide in the 
Danish business sector.  
 
Table 3: Revenue implications of 3 tax reforms  
 
Source: Ministry of taxation, http://www.fm.dk/db/filarkiv/4102/2001-02.pdf  
 
   The 1994 tax reform lasted four year and it fully complemented at 1998. Some 
economist also considered the tax policy shift in 1998 as the further consolidation the 
earlier reforms. The June 1998 tax reform included an adjustment of the tax system 
and some additional fiscal measures in order to improve long-term structures and 
prospects of the Danish economy and at the same time stabilize economic growth in 
subsequent years.  
There were various effects of implication the tax adjustment. But one of the most 
important consequences was increased effective labour supply due to lower marginal 
tax rates for low-skilled workers and improved incentives to increase average working 
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hours. A survey by Danish finance ministry indicates that the lager parts of taxation 
revenue have been levied upon from the lowest taxpayer to one of the two progressive 
tax brackets. In the lowest tax brackets, the number of person reduced from 51% in 
1986 to about 33% in 2002 for these aged between 25 and 59. While the quantity of 
taxpayer in the medium and higher tax brackets increased from 39.2% to 39.7% and 
9.8% to 27.4% respectively within the same period of time. In addition, the marginal 
tax rate for lowest tax brackets was lowered by 25 percent point within a decade, 
which just countervailed by increasing the same percentage point of marginal tax rate 
for both two progressive taxpayers.(10.7 for medium tax bracket + 14.3 for high tax 
bracket percent point). Please see table 4 in detail.  
 
           Table 4: Distribution of taxpayer across the tax brackets  
 
Source: Ministry of taxation. http://www.fm.dk/db/filarkiv/4102/2001-02.pdf 
· The Danish tax cut in 2004 
• The basic tax rate (bundskat) is 5.5 per cent. If the taxpayer's income was below 
DKK 204,400 in 2003, the taxpayer only paid basic tax. From 2004 this threshold 
is raised to DKK 254,000.  
• The medium tax rate (mellemskat) is 6 per cent. The tax is calculated only on the 
part of the income that exceeds the basic allowance of DKK 254,000.  
• The higher tax rate (topskat) is 15 per cent calculated only on the part of the 
income that exceeds the basic allowance of DKK 304,800.  
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3.3 Development of tax burden in Denmark 
· Tax burden  
The tax burden is an indicator of the total amount of taxes and duties in society at the 
macro level. It shows the proportion of the GDP that the public sector has at its 
disposal.9 In the policy issues, it often related to the possibility of altering the tax 
burden of labour as a tool to influences the employment and unemployment of a 
country.  
To measure the tax burden has been broadly used by OEDC counties since 1973, 
in order to make international comparison possible. It was described as “the total 
taxes and duties as a percentage of the gross domestic product (GDP) in market 
prices”.  
· Development trace of the tax burden  
The Danish tax burden variation form 1971 to 2008 shows as follow:  
 
Figure 5: Development of the tax burden 1971-2008  
 
Source: http://www.skm.dk/foreign/statistics/thetaxburden.html
 
                                                        
9 http://www.skm.dk/foreign/statistics/thetaxburden.html  
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As the figure shows, generally speaking, there are a dramatically increase of tax 
revenue from about 39% of gross domestic product, GDP in 1975 to over 50% of 
GDP in 2005. The tax burden development could be identified from two distinct 
phrases. One from 1971 to 1988, the tax burden growth up rapidly, which from about 
41% high up to more that 49%, the total growth ratio is 8% of GDP within this period 
of time. However, after 1998, the tax burden fluctuated from 46% to 50%, which 
endue with the high-tax country to Denmark.  
According to the economic survey by the Danish ministry of finance released on 
august 2007, the tax burden was generally fall from 2005 to 2007 from 50.4% to 48%, 
and a further declined to 47.7% in 2008.The main reasons behind the projected 
decreases of tax burden from 2007 to 2008 might because of the lower growth in the 
revenues from income taxes and tax freeze on excises duties ect.  
 
Table 5: The tax burden 2003-2008  
Pct. of GDP 2003 2004 2005 2006
Tax burden 48.1 49.4 50.4 48.9
Total taxes and duties 674.4 720.9 782.7 803.7
GDP, DKK billion 1,400.7 1,459.4 1,552.0 1,642.2
Source: Economic Survey, Danish Ministry of Finance, August 2007. 
 
An interesting fact can be seen on table 5 is that although the tax burden gradually 
reduced by years, the total tax and duties revenue still growth. It may explain that 
there are more after tax incomes a wage earner will get by reducing tax burden, hence 
generate more people to participate into the labour force, it will further enlarge total 
amount of tax revenue and stimulate GDP growth.  
Another explanation could be to large extent levied more heavily on indirect tax 
such as VAT, property value taxes, which allowing the percentage of tax cuts on 
lowest tax bracket less than the percentage of tax increases on consumption, therefore 
it can maintain a positive GDP growth.  
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· The distribution of the tax burden 
The generally shift the distribution of tax burden effect both on the demand and 
supply of labour. In the country with high social welfare system, as Denmark, there 
are basic amount of money can be transferred from income tax to the people who are 
outside of the labour force. These unemployed people can expected to receive the 
unemployment dole. By reducing taxes on wage for lowest tax brackets, it could 
increase the incentive to enter the labour force, and greater job-hunter can be expected 
by those who are unemployment.  
   On the other hand, high marginal tax rates of Denmark, however, to the extent 
reduce the incentive of unemployed people to participate into the labour force and 
reduce labour market flexibility. Tax cuts for those on low incomes inevitably imply 
tax raise for those on higher incomes in order to keep tax revenue natural, which 
situation has clearly mentioned in table 4 before.  
   Therefore, the possible way of enhance the tax revenue without lead to the mass 
disincentive to the labour market could be broadening the income tax base, such as 
introduce the capital energy and consumption tax. In this way, the revenue raised 
could be targeted as to benefit those on low incomes rather than in the from of general 
income tax cut.10
 
 
 
 
 
 
 
 
 
 
                                                        
10 The OEDC Jobs Study- Taxation, Employment and Unemployment, 1995, p98  
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Chapter 4 Employment situation in Denmark 
The structure of Danish labour market changed dramatically during last 20 years. 
Differences of taxation on labour will influence wage setting behaviour and therefore 
directly affect employment in the country. Basically, the employment has been 
affected by changing the tax burden on labour, which characterized by switching the 
tax burden away from labour and broaden tax base. While the change of employment 
situation is not only based on the shift of income tax, there are various factors that are 
interrelated and interact with each other.   
In this section, I shall mainly focus on how much the labour market have been 
changed during the last 20 years and what characteristic features of Danish labour 
market so that to analyses the relation between tax reform and employment changing, 
which shall present in the flowing chapter.  
4.1 The structure of Danish labour market 
Denmark labour market offers an interesting combination of active labour market 
programme and relatively high social protection. In the Danish labour market, it 
sustains a high participation rate both for men and women, the total employment rate 
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high up to 76.5% in 2000 year, which much higher than the average employment rate 
of EU (62.1%) and lie on the top of the 15 European Union counties.  
At the mean time, the long-term unemployment who are not in the work market 
for 12 months and over only consist of 1% of total labour force11. It is so called 
flexicurity approach. Underlying the success of the Danish labour market is the 
combination of high work flexibility, a general social security and active labour 
market programmes. 
4.2 Characteristic features of the labour market 
Danish labour market carried out constantly changing due to the structure reform of 
the tax and labour force policies. A Danish governmental research paper, budget 
overlook (February, 2008) indicate that the Danish economy has been characterized 
by high growth, increasing employment and a sharp decline in unemployment. 
 
Table 6: Danish labour market features  
 
Source: Economic Survey February 2008 
http://www.fm.dk/db/filarkiv/19202/English_Summary_February_2008.pdf  (6th, April, 2008)  
The table above indicate the changes of labour market from 2004 to 2009. we 
could see that the number of labour force slightly increase with the gradually grows in 
the employment, in which the driving force comes from more people are employed     
to the private sector, while for the public sector the employment quantities almost 
                                                        
11 Jonathan Zeitlin. and David M. Trubek, 2003, Governing Work and Welfare in a New Economy, p97  
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maintain constant during last 5 years. The most significant change is unemployment 
rate, which dropped more than 3% from 2004 to 2008.  
· Employment growth & unemployment decline  
According to the economic survey of Denmark, the employment has increased by 
110,000 persons from 2004 to 2007 or more than 4 per cent. The number of 
unemployed is around 75,000 persons, which corresponds to an unexpectedly low 
level to 2.75% of the labour force. The reduction in unemployment has continued 
with undiminished strength up until December. The current unemployment rate is at a 
30-year-low, and considerably below the estimated structural unemployment rate (the 
rate at which unemployment is considered consistent with stable wage and price 
developments). 
          Figure 6: Changing of Employment (2000- 2009)  
 
  Source: Statistics Denmark, Economic Survey February 2008 (12th, April, 2008)  
from http://www.fm.dk/db/filarkiv/19202/English_Summary_February_2008.pdf
 
Form the figure 7, it shows that the general variation and expected change of 
employment in Denmark from 2000 to 2009. The employment growth amounted to 
2.6% from 2004 to 2006. Employment growth has continued at almost the same pace 
in the first three quarters of 2007. During 2008 and 2009 employment is expected to 
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fall slightly reflecting lower growth in activity. Total employment developments are 
mainly driven by private sector employment as annual public employment growth is 
forecast at 1,000 persons. 
 
Figure 7: Changing of Unemployment  
 
Source: Statistics Denmark, Economic Survey February 2008 (12th, April, 2008)  
from http://www.fm.dk/db/filarkiv/19202/English_Summary_February_2008.pdf
 
It can be seen clearly from the figure 8 that the unemployment decreases 
dramatically during the last decade. Although it shows a short term increase from 
2001 to 2003, but the general tendency of the unemployment situation in Denmark 
dropped from 170.000 person in the 1999 down to the about 75.000 persons at the end 
of 2007. This dramatically decline of unemployment from 2003 might be due to the 
change of labour market policies or reduction of the marginal tax rate on each income 
groups from 2004 tax cut, or both.  
At the same time, a governmental budget overlook also reminded that the actual 
unemployment of Denmark during this period was under the estimated structural level 
of unemployment, that indicates the level of unemployment associated with a stable 
growth wage and price increases. The unemployment is approx. 15.000 lower than 
estimated in August and the actual pressure in the Danish economy call for a reduced 
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growth in the demand and an increase in the labour supply. 
The budget proposal for 2008 also reflects a number of initiatives as a part of the 
government’s job plan to ensure increased labour supply. The labour supply is 
estimated to increase by 4,000 persons the first year and later with 8,-9,000 persons 
due to the initiatives in the job plan. Also the initiatives in the welfare agreement from 
June 2006 are estimated to have a positive impact on labour supply. With a slightly 
more dampened fiscal policy in 2008 and an increase in the labour supply the fiscal 
and structural policy seen as a whole may be neutral or even dampen the pressure on 
the labour market.12
· Shorten average working time 
Alongside with the increase the employment and sharply reduce the unemployment, 
there were more labour supply pervade the Danish labour market, so the average usual 
working time per week was correspondingly decline very much.  
 
Table 7; Average usual working time per week 
 
Source: Statistics Denmark (15th, April, 2008)  
As the figure illustrate that the average usual working time per week sharply declined 
                                                        
12 http://www.fm.dk/db/filarkiv/19165/budget_outlook_februar_2008.pdf 
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from 36.3 hours per week in 2001 to the shortest working time at 35.5 hours per week 
in 2006. The reasons could be greatly increase labour demand during this period so 
that each individual could worker less time. 
4.3 New regulations towards labour market changes  
‘The rise in demand for labour is estimated to be more than offset by increased supply 
of labour due to initiatives in the Job Plan, the Welfare Agreement, and the reduction 
in income taxes. These initiatives are estimated to raise the supply of labour by up to 
10,000 persons in 2008. Provided that the new initiatives are fully implemented and 
have the expected effects on labour supply, the fiscal and structural policy settings for 
2008 may, on balance, have a softening effect on the labour market. 
The Job Plan is estimated to raise labour supply by 2,500 persons (full time 
equivalents) in 2008 (as an average for the year). The plan strengthens work 
incentives by reducing taxes for 64-year-olds who work full-time from age 60 to 64, 
new rules for supplementary unemployment benefits, and improving incentives to 
work for old age pensioners and students receiving state education grants. The 
estimated rise in employment corresponds to around 4,000 persons by the end of the 
first year.’  
Source: http://www.fm.dk/db/filarkiv/19165/budget_outlook_februar_2008.pdf  p7  
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Chapter 5 Analyse taxation and structural unemployment 
In this section, the main concentration is focus on to analyze the relation between 
changing taxation and corresponding to vary of labour supply responses in the Danish 
society. 
First of all, I would like to analyze what are the factors that cause the changing of 
labour market, in specifically to increase employment and declines unemployment 
rate in Denmark.  
Since each kind of tax has its social-economic functions, it might be interesting to 
discuss how different taxes impact on the labour supply in various degrees. Three 
patterns of taxes shall be concerned here, namely, personal income tax, green taxes, 
and consumption tax.  
Then, a further step shall be try to figure out to what extent the marginal income 
tax have been impact on the Danish labour market in term of their employment and 
the structural unemployment. Last but not the least, I may analyze are there possible 
that any other factors also contribute to shift the labour supply during last 20 years in 
Denmark.  
5.1 Factors of changing labour market 
As we have presented in detail in the section 4.2 Denmark has experienced significant 
falls in structural unemployment with generally increased number of employment. 
There were various reasons can be explained to the change situations of labour market. 
Both employment growth and unemployment reduction base on two attributes: labour 
supply and labour demand in the counties. These two factors interact on the labour 
market. The increase of employment and decline on unemployment are relay on the 
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different situation of shift labour demand and supply  
If we assume that the equilibrium wage just set in the point when labour supply 
equal to labour demand, when the real net wage level is higher than the equilibrium 
wage, more people will join in the labour force, so the amount of labour supply 
exceed than the number of labour demand, thus induce to an unemployment. In order 
to cover the unemployment rate, the government could adjust new labour policies to 
increase labour demand.  
On the contrary, if the real net wage level is lower than the equilibrium wage, it is 
more likely to reduce labour force participation and cause disincentive to work, so the 
total number of demand lager than the number of supply, it provide more 
opportunities for employment.  
   Employment growth rates also depend on macroeconomic performance. In 
Denmark, the extent to increases in output has translated into higher labour demand. 
and this is partly reflects underlying institutional and labour market policy factors.  
5.2 The impacts of different taxes on labour supply  
As we described in the pervious chapter, there is a fact that Danish labour supply and 
employment were gradually increase within last 20 years. To shift labour market 
policy by using taxes as a tool might be one of the attributes to stimulate the Danish 
labour market. While general taxation still plays a dominant role in the financing of 
the welfare state. Danish taxation and spending levels are high by international 
standards.  
In one respect, it provides the country with high and progressive income tax rate 
as well as a good income security system. In this case, the disposable personal income 
varies little for many families regardless of unemployment, illness and whether leave 
job for infant. The redistribution of income between healthy and sick, the active 
worker and elderly pensioner, everyone in the society enjoy more or less the same 
social welfare. 
While on the other hand, the pervasive taxation and heavy taxes lead to use the 
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one is gainfully employed to cover the cost of transfer payments that provide income 
to the one who are out of the labour market. For example, there are 85% of 
unemployed people are members of unemployment insurance fund and receive 
unemployment benefits of 90% of their previous income, which up to a maximum of 
145,000 DKK per year. Unemployment benefits, which from 1994 and onwards, may 
be claimed from the first day of unemployment to a maximum period of four years, 
including period of activation.13 This might lead to a fact that more people would 
rather doing home production while still get social benefit from government than they 
exert to work in the labour market but only getting less than half of their original total 
earning. (68% tax rate on the top tax brackets)  
· Personal income tax  
Around 42% of the total tax revenue in Denmark comes from income tax. This 
consists of tax on wage income, property value tax, interests and dividends and the 
labour market contribution. The personal income tax on its own constitutes about 41% 
of the total revenue. It is also the most directly influencing factor to change wage 
earners’ incentive to work and labour supply. 
The personal income tax has been generally decreased over last two decades, from 
48% of total tax revenue in 1986 dropped down to about 40% of total tax revenue in 
2008. The large percentage of reduce taxes on labour income in Denmark is owing to 
reducing labour cost and foster employment growth. Within the same period of time, 
it can be seen form the data on the survey of finance ministry that employment rate 
still keep growth, it is partly because there are great increase number of labour 
demand in last 5 year in Denmark.  
Personal income taxes and employee social security contributions decline the 
financial return to work, which might discourage labour supply. In tern, employer 
payroll taxes could raise labour costs in term of the firms are not able to offset them 
                                                        
13 Peter Auer and Sandrine Cazes, 2003, Employment Stability in an Age of Flexibility, p73  
 34
by lower net wages.14 The result is that high labour taxes may reducing the incentives 
of people to participate into the labour market or raise labour cost, and hence creating 
adverse affects on employment and particularly for low wage workers in the presence 
of wage floors.  
 
· Green taxes stimulate employment?  
In the Danish debate it has been suggested that to broaden tax can be introducing a 
‘green’ taxes in to the tax system, which would considered to be a major financed 
source to offset the tax cut for low income workers. Most green taxes are levied on 
companies. When green taxes add to companies, it will inevitability increase their 
product cost, in order to maintain their price competitiveness, they have to find a more 
environmental friendly way to manufacture the goods   
The green taxes consist of three general groups: taxes on scarce resources, taxes 
on discharge of pollutants and taxes on environmental harmful products involved in 
consumption and manufacturing. While if refers to the function of green taxes 
whether it can be stimulate on the employment or not seems rather complex, a great 
number of researcher have argued and keep diverse opinions on this topic.  
   According to Van der Poleg (1998), he indicated that introduction of green taxes 
may promote employment in the official labour market by shifting part of tax burden 
to individuals outside labour forces or who are not pay the income tax by working in 
the informal economy. In this way no body would escape the green taxes which feed 
into consumer prices, each individual has to pay for the ‘dirty’ commodities no matter 
it employed in the labour force or not.  
   While opposite opinions can be found in the work of Bovenberg and de Mooij 
(1994), they mentioned that green taxes likely to reduce employment by claiming for 
a higher pre-tax real wage rates. They argued that an introduction of green taxes into 
the tax system, actually lower the efficiency of the tax system as a revenue increase 
                                                        
14 OECD, 1999, Implementing the OECD Job Strategy- Assessing Performance and Policy, p118  
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device by implying a shift from the broader based labour income to selective pollution 
taxes. Besides, in order to maintain revenue unchanged, the government unable to cut 
labour taxes so much as to fully compensate workers for the erosion of their after-tax 
real wages because of the higher green taxes. One of direct impact of the green taxes 
is then it certainly improves the environment.  
· Consumption tax  
Since the green taxes do not indirectly stimulated to the labour supply, it has been 
seen mainly as an instrument of improving the environment. We have to find another 
approach to broaden the tax based and enlarge government revenue without suffered a 
disincentive to work for all the labour forces. To increase value added tax (VAT)15 
might be good way to balance the tax revenue from lower income tax rates.  
The research paper by Danish ministry of finance has shown that one of the 
largest proportion of growth amount all taxation patterns during last two decades is 
VAT and payroll tax, which rise from 19.4% in 1986 to 22.3% of the total revenue in 
2008 that growth almost 4%. The tax structure of Denmark trend to moves their tax 
burden from income tax to consumption tax, although the main tax revenue still 
comes from personal income tax, which count for 40.5% in 2008.  
The VAT and payroll tax to some extent leave more space for reduction of 
marginal income tax rate, and some evidences also show that, although tentative and 
inconclusive, such payroll taxes are more likely to have an impact on employment 
than any other tax., but the income and payroll taxes that support country drive a deep 
wedge between a worker’s take-home wage and the much higher cost of employing 
people.  
5.3 Tax concession to low skilled labour  
In most of cases, unemployed people are likely to be those who are low skilled labour. 
                                                        
15 VAT is short for Value Added Tax, which belongs to one of the general indirect consumption tax. VAT is to tax 
private people’s consumption on all goods and services. In general, the Danish VAT rate is 25%.  
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Danish government also provide series of tax concessions to low skilled labour in 
order to help them access to the labour market easier. The government proposed a 
general earned income tax credit (EITC) for all employed worker, that is, give a 
certain amount of credit for tax free which calculated as some percentage of total 
labour income. Such a credit could improve individual worker incentive to join in the 
labour market; especially it gives higher tax relief relative to the labour income for 
low-income earner. The basic aim behind introduce EITC is that shifted tax burden 
away from low income wage-earners so that could be reduce the level of structural 
unemployment.  
   However, some economists have argued that such an earned income tax credit 
might be lead to a considerable loss of tax revenue to state, although it could increase 
the incentive for employment. In order to limit the lost of total tax revenue, they 
suggest to set up a certain amount of tax credit threshold, when the level of labour 
income exceed this threshold, there would be no more tax credit was provide to the 
wage earners, at the same time a high marginal tax rate will be added in the income 
interval. In this way, the high marginal tax rates might cause the wage moderation, 
therefore stimulate further to employment. 
   On the other hand, the critics have argued that a high marginal tax rate to some 
extent might lead to a disincentive towards the job and more short-term 
unemployment for the people who are in the medium income bracket by reducing the 
net gain from working full-time rather than being unemployed part of the time. For 
the low paid worker, a high marginal tax rate would also make less attractive for them 
to improve their income by training, education or job mobility.  
   Based on the previous analysis, the marginal personal income tax is the most 
direct factor to influence people’s incentives of participation of labour, but it is not 
necessary that lower marginal tax rate leads to an increase in aggregate employment. 
If the revenue loss were covered by a rise in average tax rates on medium and high 
income earners, the positive effect on employment would be offset. The detail 
analyzes of the model shall be discussed on 4.2. 
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Chapter 6 Discussion 
· How dose change of marginal and average tax rate influence the 
labour supply? 
There is a co-movement relationship between marginal and average tax rate, only 
except in the case of working poor. The shift of marginal tax rate and average tax rate 
normally goes hand in hand, when we increase the marginal tax rate for each income 
groups, the average of tax rate undoubtedly also goes up.  
While theirs effects of labour supply responses are in the opposite direction. It 
should be expected that an increase in marginal tax rates reduces wage pressure, it 
cause a substitution effect, and more wage earner are disincentive to work; but if 
increasing average tax rate, it generate wage pressure, so more people exert to work 
which forms a so called income effect. Thus, nothing definitive can be said about how 
the labour supply was affected by changes of income taxation as a whole.  
In addition to this, the evidence on labour supply responses is still far more 
complicated. It depends on the different wage elasticity and each individuals’ 
reflection to the tax change. In particular, there are well documented differences in 
elasticities between married men and women, between part-time and full-time 
workers ect. There have no single, representative labour supply changes as a result of 
different individuals have both vary incentives towards tax rate changes and different 
responses to these incentives.  
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· What are the labour supply responses by different income groups?  
The cut in the income tax rate cause different results of labour supply corresponding 
to the vary income groups. It is not all the employed people have the same responses 
towards the changing of tax policy in Denmark.  
There are two quite separate factors, which are income effect and substitution 
effect16, influence on the supply of labour when a marginal tax is shift. As these two 
effects normally work in opposite direction, therefore, it is somehow very difficult to 
predict the general changing of labour supply, but we might discuss the labour supply 
separately in relation to various income groups.  
   For the lower income worker, their after tax wage just around the tax allowance, 
the effect only be positive. Due to those group of people would enjoy some amount of 
tax free that below the tax allowance or they are only need to pay 5.48% of their 
income, the tax reduction cannot lead to an income effect, so the substitution effect 
clearly dominates.  
However, for the people who belong to the high incomes group the overall 
responses to the labour supply can go either way. These on higher incomes could 
either be encouraged to work more (positive incentive to work) due to the reduction of 
marginal tax rate, or decreased in their work hours in this cases is referred to as 
backward bending labour supply. The working hours cut could be explained by the 
income effect, which employees have to worker harder to get the extra net income at 
unchanged hours.  
· How dose income taxes affects on household’s incentive to work by 
different level of labour force?  
The income taxes have great impacts on the household decision whether or not to 
participate into the labour market. When we analyze the data from Danish ministry of 
                                                        
16 Income effect:  which results from the taxpayer being made worse off than he would be without the extra tax. 
Income effect normally encourages the taxpayer to word harder. 
Substitution effect: describes the effect on a person’s choice between work and leisure as the marginal benefit from 
either or both alters. it discourage work effort.  
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taxation, which has already been present on section3.2, table 4, it seems that the 
effects of income taxes are diverse by the different level of labour force. People have 
high skill (normally with high income and belongs to higher tax bracket) and these 
low-skilled workers (in the lower tax bracket) have different responses to the 
changing of income taxes.  
The households with high-skilled workers generally participate to the labour 
market and the percentage of participation for fully employed person were increase 
28% in the period from 1986 to 2002 with generally reduction of marginal tax rate, 
which the highest marginal tax rate has been fall from 73% in 1987 to 58% after the 
tax reform of 1994. While these formed by low-skilled labour force might be prefer 
relay on the welfare payment or unemployment benefit rather than enter into the 
labour market, if the real wage they earned is too low.  
Hence, for the low-skilled members the key factor to determine the incentive of 
participate in the labour market is not the marginal tax rate anymore; instead the 
average tax rate will plays a dominant role. A higher average tax rate discourages 
households with low productivities to participate in the job.  
· What kind of taxes should be encouraged to levy on the taxpayer 
with fewer disincentive of work?  
I think it is better way to tax on the consumption than on the incomes, because taxing 
on what is spent on the goods or services rather than what is earned dose less damage 
to incentive to work. 
If tax on wages are heavily and become the major source of the taxes system, it 
will more likely to cause a strong disincentive to work and prevent supply of labour 
by households. As we have mentioned in previous chapter, the heavy personal income 
taxation may either influence the number of hours spend for paid work by individual 
worker or impact on the decision whether to work.  
While if levy on the consumption taxes such as VAT, one the other hand, are less 
visible than the income taxes. Put it more precisely, to encourage levying VAT on 
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taxpayer maybe invisible according to policy devices, but it not always ivisible to 
consumer. When the VAT becomes invisible is only in a price-inclusive practice. Thus, 
to increase the value added tax burden will cause fewer disincentives to work 
compare with income tax growth.  
Furthermore, a number of other consumption taxes could also be considered to tax 
more heavy. It include duties on tobacco, spirits, beers ect. They have almost nothing 
influence to work incentive, but the consumption taxes on smoking and drinking 
could generate some amount of tax revenue for offset the marginal income tax decline, 
because the addicted and habituated persons will buy these goods at almost any price.  
· Do we have an alternative approach- a flat tax?  
In Denmark, the tax system has already carried various kinds of taxes with their own 
different social-economic functions. After series of tax reform, the total income tax 
rate has generally reduced and tax burden also enlarged. Tax revenues must be rising 
by year.  
However, continue reducing on the personal marginal tax rate leave fewer spaces 
for further deduction on marginal tax on personal incomes. A green tax is mainly 
considered to prevent the environment, but it is not too much stimulate on the labour 
supply. Are there any alternative approaches to increase government revenue?  
The answer is positive. The alternative way is maybe to introduce a flat tax into 
the system, but it is a much controversial topic. In the current Danish tax reform 
debate, practical people said that flat taxes cannot work offer a further instant 
objection, because the tax working are unfair. Whatever how much you earned, a flat 
tax is deducted at the same proportion of the tax for both the rich and the poor. Beside, 
this kind of flat taxes seems unfavourable by most of Danish people, they are difficult 
to understand and accept this item of tax.  
 
 
 
 41
  
 
 
 
Chapter 7 Conclusion  
Danish modern and efficient tax system generally formed since 1980s’ after three 
large and remarkable tax reform. The tax policies first change started in the 1987, 
which introduce a ‘Dual Income Taxation’ into the tax system and the reform also 
change both income definition and tax rates. Second tax reform of 1994 to 1998 
introduced a new concept of progressive taxation and shift tax burden from taxes on 
labour income to environmental taxes. The latest tax change of 2004 carried on 
generally lower the marginal income for each income brackets.  
   The Danish labour market combination of active labour market programme and 
relatively high social protection. There are greatly changing of labour market during 
the same period of time. The number of employment slightly increased with the sharp 
unemployment decline. The increase of labour supply partly owing to reduces 
marginal tax rate. But other factors also play a role in the impact on employment such 
as generate large amount labour demand or change labour market policies. 
   In relation to influence on the households’ incentive to participate in the labour 
market, there are two factors, income effect and substitution effect, each of them 
impact on the labour market lead to a opposite affection to incentive to work. In come 
effect caused to increase the work hours or exert more on the work, while substitution 
effect will induce a disincentive to work, therefore, it no clear and direct relationship 
between change in taxes and labour market responses.  
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Chapter 8 Appendixes  
·Tax in Denmark  
The Danish society is known as a so called welfare society where politicians make 
efforts to ensure the welfare of citizens, financed by taxes. The Danish welfare society 
is based on the concept of citizens having equal access to the different services paid 
for by taxes. The tax rate in Denmark is one of highest in the world. Denmark has a 
very large public sector, which is divided into state, counties and municipalities, each 
with their own tasks.  
After 2007, the Danish administration system changed from 271 municipalities 
and 13 counties into 98 municipalities and 5 big regions. The division of work also 
changed somewhat.  
The tasks of the municipalities include: 
·Primary and lower secondary schools (Children aged 5-15) 
·Kindergartens, day nurseries and after-school clubs 
·Home care for elderly and ill 
·Nursing homes 
·Culture and sports institutions 
·Libraries 
·Water supply and treatment 
 43
The tasks of the counties include: 
·Hospitals 
·Major road development and public transport 
·Nature and environmental protection 
The tasks of the state include: 
·Tax collection 
·Aid to developing countries and cooperation with the EU 
·The national defence and the police 
·Higher education, for example, universities and teacher training colleges 
·State educational grant (SU) 
·Receiving asylum seekers17
References 
From books:   
 
A. B. Atkinson, 1999, The Economic Consequences of Rolling Back the Welfare State, 
Massachusetts Institute of Technology  
 
F. v. Waarden and G.Lehmbruch, 2003, Renegotiating the Welfare State-Flexible 
adjustment through corporatist concertation, Routledge  
 
Jonathan Zeitlin. and David M. Trubek, 2003, Governing Work and Welfare in a New 
Economy, p97  
 
J. Kato, 2003, Path Dependency and the Diffusion of a Regressive Tax, from 
Regressive taxation and Welfare State, Cambridge university press, p31,p70-71  
                                                        
17 Tax in Denmark- An education for new citizens, November, 2005  
 44
 
S. James and C. Nobes, 1978, The Economics of taxation, Philip Allan, p54-55  
 
OECD, 1999, Implementing the OECD Job Strategy- Assessing Performance and 
Policy, p118 
 
OECD, 1995, Jobs Study- Taxation, Employment and Unemployment, p98  
 
P. B. Sørnesen, 1998, Tax Policy in the Nordic Countries, Macmillan Press Ltd, p57  
 
P. Auer and S. Cazes, 2003, Employment Stability in an Age of Flexibility, p73  
 
N. G. Mankiw and M. P. Taylor, 2006, Economics, Thomson, p234, p374-375  
 
From articles:  
 
A. H. Jensen, Working paper no. 2/2001, Summary of Danish tax policy, 1986-2002, 
p3   
 
C. Fuest and B. Huber, 1998, Efficiency wages, Employment, and the Marginal 
Income-tax Rate. a Note, from Journal of Economics Vol.68, p79-84  
 
E. K. Graversen, 1996, Measuring Labour Supply Responses to Tax Changes by Use 
of Exogenous Tax Reforms, Centre for Labour Market and Social Research Science 
Pak Aahrhus, p3-4, p17  
 
G. Corneo, 2005, The raise and likely fall of the German income tax 1958-2005, from 
Business Study Vol 51, 1 ,p 164  
 
J. Hills, 2000, Taxation For The Enabling State, from CASE paper 
 
 45
From internet: 
http://www.fm.dk/db/filarkiv/19165/budget_outlook_februar_2008.pdf  p7  
 
Economic Survey February 2008 
http://www.fm.dk/db/filarkiv/19202/English_Summary_February_2008.pdf  
 
Economic Survey, Danish Ministry of Finance, August 2007. 
http://www.skm.dk/foreign/statistics/thetaxburden.html
 
Ministry of taxation.  
http://www.fm.dk/db/filarkiv/4102/2001-02.pdf
 
 46
